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Current law provides an exemption from severance taxes for oil produced from a qualified tertiary recovery project until such
project has reached payout. Once payout has been achieved, current severance tax rates apply.

Proposed law, with regard to production after payout is achieved, lowers the severance tax rate to 50% of the current rates 
that would apply on all oil recovered using qualified carbon dioxide tertiary recovery extraction which is permitted on or after
July 1, 2009.

Effective July 1, 2009

The Department of Revenue reports a potential one-time cost of making changes to the tax processing system to include this
severance rate adjustment.

     Tertiary recovery projects use gases to further extract oil or natural gas after primary (pumping equipment) and 
secondary (water or gas injected to displace oil) methods have exhausted their effectiveness.  Oil extracted from a certified 
tertiary project is not subject to state severance tax until the well breaks even (reaches payout). The proposed legislation will
lower the severance rate after payout from current rates (12.5%, 6.25%, or 3.125% depending on well volume) to 1/2 of 
these rates on oil extracted by qualified tertiary recovery projects after payout has been achieved for projects permitted after
July 1, 2009.
     It appears that projects using tertiary recovery must petition the Department of Natural Resources (DNR) in order to be 
declared a tertiary project eligible for incentives.  Assuming this is the same procedure that is considered as a qualified and 
permitted project, there are two qualified tertiary recovery oil projects within the state, one at Lockhart Crossing field in 
Livingston Parish, which is in production, and one in the Delphi field in Richland, Franklin and Madison parishes.  Presumably,
neither of these projects will participate in the severance tax reduction after payout since the bill restricts its benefits to 
projects that qualify after July 1, 2009. Both projects are operated by the same company with Lockhart Crossing being the 
only known tertiary well currently in production.  The company has another proposed site in Concordia parish in the future 
and is planning a CO2 pipeline across south Louisiana. Committee testimony also indicated other enterprises that are 
currently investigating sites within the state. Thus, the state and local governments will forego severance tax collections 
related to oil production from all future qualified tertiary wells, once they reach payout.
     The Lockhart Crossing well has been in the payout period since October 11, 2008, but it is not clear when payout will be 
reached.  Though DNR expects that tertiary wells will take about two years to reach payout based on average cost figures,  
the reported production of 589,000 barrels per year from the existing well and oil prices that remain above the long term 
average suggests that the payout time frame may be shorter than that. DNR also worked up estimated revenue losses per 
100,000 barrels of annual production, a $50/bbl value, and 12.5% tax rate in the absence of this bill. Revenue losses would
be $312,000 per year per 100,000 barrels of production after payout under this example. However, according to production 
estimates of the well currently in production, revenue losses may be closer to $1.8 million per year for the state and 20% or
$370,000 for locals for wells with production of this magnitude.
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